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Financing Small Business in the Postwar 
Period 

Summary 

X HE present article presents a brief description of, and some of the preliminary findings in, a projected comprehensive 
study of business financing by the Office of Business Economics. As originally planned, the survey was to investigate 
financial requirements of small and medium size firms in business and the adequacy of available funds under the con
ditions prevailing in the later postwar period. The outbreak of Korean hostilities and the subsequent changes in the 
characteristics of the economy necessitated the cancellation of tlie major part of this study at this time—though it is 
expected a similar large-scale survey will be undertaken at a later date. 

Preliminary steps were completed, however, and in view of the general interest in the subject it was felt advisable to 
present some of the tentative findings. The initial sample study was confined to a small number of small and intermediate 
size manufacturing and retail trade firms in business during the 12-month period ended June 30, 1950. 

In this period, the survey indicated, two out of three firms financed their requirements from internal sources. 
The majority of small businesses needing outside capital were satisfied with the amount of funds available. 
Demand for outside funds by these latter firms was primarily in the form of borrowed, rather than equity, capital. 
Banks were the major source of these funds, but other financial institutions, friends and relatives constituted an 

important auxiliary source of financing. 
While working capital requirements accounted for the principal share of total demand for outside funds, longer term 

requirements were also important in the demand picture. 
The cost of capital funds did not appear to be a deterrent to borrowing in the period surveyed. 
The amount of funds desired but not obtained accounted for roughly $1 billion or about one-sixth of the total demand. 

This unsatisfied demand, largely in manufacturing, could not be evaluated as to reasonableness or economic soundness 
on the basis of information now available. In the larger study suehvan evaluation will be attempted. 

This discussion of small business financing in the postwar 
period is based on the preliminary findings in a projected 
major study of business financing by the Office of Business 
Economics. The purpose of the survey as planned was to 
investigate the total demand for equity and debt capital by 
business, the extent to which this domand remains unfilled 
under present institutional and market conditions, and the 
nature of the unfilled demand. 

Plan of broad study 
The information was to be obtained from mailed question-

nau-es sent to approximately 20,000 firms. The concerns 
were to bo chosen on the basis of scientifically designed sam
pling procedures. I t was hoiied to obtain balance sheet and 
earnings information from a smaller sub-sample, including 
all who indicated unfilled needs for capital. After analysis 
of the replies and related financial data it was planned to 
contact not only the firms which were unable to obtan funds 
although appearing to meet objective standards of soundness. 

NOTE.—MH. M c n U G H IS A M E M B E R OF T H E BUSINESS STRUCTURE 
DIVISION, OFFIOE OF BUSINESS ECONOMICS. 

but also their potential suppliers of funds in order to deter
mine tho major factors giving rise to any gap in the demand-
supply situation. 

The period for wliich the study was planned and for which 
the preliminary results were obtained—the year ended Juno 
30, 1950—appeared to be exceptionally favorable for such a 
study. The latter part of 1949 featured mild recessionary 
tendencies, with some moderate price reductions, inventory 
liquidation and a slackening of the pace of economic activity. 
By eavly 1950, these developments had for tho most part 
run then- course and renewed expansionary trends were in 
evidence. For the period as a whole, conditions were still 
very prosperous with output maintained at close to peak 
postwar rates, and consumer and business demand con
tinuing relatively high. While some tightening of bank 
credit was apparent during and after the period of inventory 
reductions, the cost of borrowed funds remained at the 
I'olatively low rates which had prevailed throughout the war 
and postwar period. 

Quantitative information on the nature and amount of 
unfilled business demand for funds undor such circumstances 
is almost entu-ely lacking, and data on the actual volume of 

17 

971020°—61 3 



18 SUEVEY OF CUEEENT BUSINESS November 1951 

outside funds received are at best incomplete or very frag
mentary. The fow prior studies along the linos contemplated 
in the OBE study wore not only not so comprehensive but 
dealt for the most part with financing under depressed condi
tions in industry generally. Hence, it was extremely difficult 
to differentiate between the various institutional and cyclical 
factors involved. 

Work on the project was temporarily halted following the 
outbreak of Korean hostilities. New problems of financing 
in the changed economic situation came to the foreground 
but they were basically different in character from those 
which would be encountered in more normal peacetime 
conditions. 

Preliminary steps taken 
Some preliminary steps were completed, however, cover

ing the period ended June 30, 1950. These included (1) 
field interviews with approximately 100 business firms to 
test the feasibility of the approach, and (2) the mailing of 
questionnau-es to a small random sample of 200 firms and 
tabulation information received from three quarters of these 
firms. This samplo was to serve as a test of the nature and 
meaningfulness of the response which might be expected 
from the larger study. 

The results of the preliminary stages of the survey were 
thought to be both promising and interesting and it is hoped 
that the larger project wUl be carried out at some later 
time. Pending this development it was deemed desirable 
to publish the quantitative and other information gained 
from the initial stages of the study. 

Limitations on interpretation of results 
One cannot stress too much the very tentative nature of 

the quantitative information obtained thus far from the 
study. First, the sample used was very small and hence 
the data reported are subject to a substantial margin of 
error. Secondly, the information at hand does not permit 
the fulfilling of one of the principal purposes of the study— 
an evaluation of the nature of the unfilled demand. 

Coverage of study 
At an early stage in the planning of the study, it was de

cided to concentrate attention on the smaller business firms 
ah-eady in existence.* It was felt that the major gap in 
available information on business financing was in this field. 

The study was confined to manufacturing and retail trade. 
Use was made of the records of the Bureau of Old-Age and 
Survivors Insurance for the first quarter of 1948 in choosing 
a random sample of 100 firms in each of these two industries, 
eliminating the larger corporations registered mth tho Seciu-i-
ties and Exchange Commission. Data for the 1948 quarter 
were the latest available at the time the sample was pulled. 

It should be noted, however, that since the files of the 
Bureau of Old-Age and Survivors Insurance served as the 
basis of the sample, and these files do not cover fu-ms mth 
no employees, there is a significant omission in the sample 
results relating to this numerically important smallest size 
group. Tills omission probably means that the results tend 
to understate the financial problems of small businesses and 
to overstate the degree of thou- financial independence since 
the omitted group is heavily weighted with relatively new 
concerns, frequently undercapitalized and generally un
seasoned. 

Thus the universe to which the sample data apply includes 
all firms in manufactm-ing and retail trade other than those 
with no employees and those which are registered with the 

1 For tho results presented In the text, tho universe is actually confined to thoso firms in 
existence In the first quarter of 1048 and continuing In existenco throughout tho period covered 
by the survey. Previous OBE studies liavo analyzed some of the flnancial characteristics 
of new businesses. See issues of tho Survey of Current Business for December 1048, April 
1949 and April and June 1960. 

Securities and Exchange Commission. The latter include 
virtually all the very large firms. Basically the sample refers 
to small and intermediate size firms, in which the smaller 
size group was predominant. The largest manufactm-er in 
the sample—a nonborrower in the period surveyed—em
ployed 261 people in the first quarter of 1948; the largest 
borrowing manufacturer employed 168 persons in the 1948 
period. Among retailers, the largest in the sample employed 
30 persons in 1948. For brevity, the imiverse represented 
in the sample will be referred to as "small business" in this 
article, although it does not correspond to any precise defi
nition of small business. 

Response bias 
Before discussing the sample results, it should be mentioned 

that these findings are subject not only to the errors of sam
pling already referred to but to a bias from the nature of the 
response, i. e., those responding may or may not have been 
typical concerns from the point of view of financial problems 
encountered by businesses in the smaller size categories. 
The direction of any such bias which does exist is not known 
at this time. 

In view of the unusually high response—information on 
business status was obtained from three-quarters of the firms 
sampled, either from the response to tho original question
naire or from the foUowup—and in view of the similarity 
of the results obtained from the original and followup re
spondents, it is felt that the response bias is probably small.^ 
Within the limits of the sampling errors, therefore, it is felt 
the quantitative data are sufficiently accurate to serve as 
the basis for some generalizations. 

Postwar setting for study 
These generalizations, it must be noted, should be viewed 

not only in the light of the period in which the sample study 
was made but of the recent preceding financial history. 
While as indicated above, the period covered by the study 
was one of generally prosperous conditions, it may be noted 
the total demand for business capital funds was at a rela
tively low level for the postwar period. Although fixed 
capital requirements were still close to the postwar peak, 
new working capital needs were low, with the upward trend 
of inventories and receivables actually reversed in the latter 
part of 1949 and only renewed on a modest scale in the first 
half of 1950. On the other hand, a number of firms reported— 
both in the interviews and in answers to the question
naire—that banks and other lenders in late 1949 and early 
1950 were pressing for inventory liquidation and in the 
process were more reluctant than formerly to make or 
renew business loans. 

Principal Findings 

Little demand for outside equity capital 
One of the interesting and significant features of the pretest 

results was the almost total lack of indication that existing 
small firms were looking for outside equity capital. Thus the 
bulk of equity funds used and demanded by small business is 
made up of original equity investment and retained earnings. 
(In this connection, it may be noted that since the sample 
was confined to existing firms, demand for capital in setting 
up new business was excluded from the survey.') 

In the pretest interviews, there was some evidence that 
firms would have been interested in such financing but did 
not seriously consider the prospect for a variety of reasons. 
There are two major aspects of the equity capital question as 
it pertains to small business which apparently explain the 

« For further discussion of the response, see technical notes at tho end of the article. 
> See studies previously referred to in footnoto 1. 
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dearth of demand for equity funds. In the first place, most 
small businesses are effectively shut out from the organized 
equity capital markets because of the generally localized 
nature of the business and the very high cost of raising small 
amounts of equity funds. 

Secondly, a number of studies have found lihat even if out
side equity capital were available to small businesses, there 
would be considerable reluctance to make use of such funds 
for fear of diluting the control or earnings interest in the busi-

PERCENT DISTRIBUTION OF MANUFACTURING AND 
RETAIL TRADE FIRMS BY STATUS OF DEMAND 
FOR FUNDS, JULY 1,1949-JUNE 30, 1950 

Percent 

100 

8 0 

6 0 

4 0 -

2 0 -

DESIRED ADDI-
TIONAU FUNDS 

SATISFIED 
WITH FUNDS 
AVAILABLE 

ADDITIONAL 
FUNDS 
DESIRED 

OUTSIDE FUNDS 
RECEIVED -

NUMBER 
OF FIRMS 

AMOUNT 
OF FUNDS 
DESIRED 

U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS SI-£30 

ness. Very often small businesses are family affairs in which 
the owner does not wish to share earnings or control with 
"outside" interests. Thus, it is not too surprising that the bulk 
of the demand for outside funds by small businessmen was in 
the form of loan capital. 

Demand for borrowed funds 
The demand for borrowed funds by the sample firms is 

shown in the above chart and in table 1. From these data it 
seems clear that during the period covered in the study— 
July 1, 1949 to June 30, 1950—the large majority of small 
businessmen in manufacturing and retail trade encountered 
no strildng difficulties in financing their capital requii-ements. 
Eoughly two out of thi-ee concei-ns in each of these industries 
were able to finance their needs from internal sources. An 
additional group, accounting for 30 percent of the respond
ents in retail trade, and one-fifth of the manufacturers in the 
sample, while needing to borrow funds, received all the money 
they considered necessary. Thus roughly 85 percent of the 
manufacturers and about 95 percent of the retailers sampled 
were apparently satisfied ^vith the volume of funds available 
to them. 

The remaining firms—15 percent in. manufacturing and 
about 5 percent in retailing—were unable to obtain all the 
funds they considered necessary for most efficient operation 
or expansion of their business. As is indicated by the table 

the only sizable group of unsatisfied borrowers were the 
manufacturers who had obtained some funds but felt that 
they could have used larger amounts. The sample revealed 
but a negligible proportion of small businessmen in both 
manufacturing and retailing who desired outside funds but 
were imable to obtain any funds.* 

Table 1.—Percentage Distribution of Finns in Sample by Status of 
Demand for Funds, July 1, 1949-June 30, 1950 

[Percent] 

Typo 

Nonhorrowers 

Total 

Total 

Wanted 
more 
funds 

14 
2 

6 

16 
4 

6 

Satisfied 
with funds 
obtolned 

80 
98 

94 

86 
05 

94 

Total 

100 
100 

100 

100 
100 

1100 

Source: U. S. Department of Commerce, Ofllco of Business Economics. 

It is interesting to note that the average size of the addi
tional amounts sought but not obtained was actually larger 
than the average of the amounts actually received. This 
is indicated in the first chart by a comparison of the areas 
shown for the "unmet demand" as measured by number of 
loans (the left-hand bar) and by the amount of the loan 
desired (the right-hand bar). This result reflects in part 
the predominance of corporate manufacturers in the group 
wismng to borrow more than received—since these manu
facturers typically borrowed larger sums than the non
corporate manufacturers or retailers. It also reflects how
ever the unsatisfied desire to obtain longer term financing 
of major capital expansion programs which were considered 
necessary or desirable by the firms. 

Based on the findings of the sample, the total gross 
demand for loans by existing small and medium size manu
facturing and retail firms in the year ended June 30, 1950, 
amounted to about $6 billion, of which about $5 billion was 
actually received and in the neighborhood of $1 billion, 
or one-sixth, was desired but not obtained. Because of 
the very small size of the sample, these absolute figures 
are subject to a substantial margin of error. For this reason 
the figure should not be regarded other than as a rough 
order of magnitude of the demand for loans by small firms. ̂  

It should also be noted that the $5 billion figure represents 
gi-oss loans made in the period, reflecting not only the original 
lending operation but all renewals of existing loans." The 
total also includes not only loans from banlcs but also borrow
ings from insurance companies and other institutional lenders,, 
equipment suppliers, friends, and relatives. It does not in
clude ordinary trade payables. 

Legal status and industry of borrowers 
As may be seen from table 2, the volume of borrowing 

during the period was fairly evenly divided between corporate 
and noncorporate firms and between manufactm-ers and re
taUers. That the manufacturing industry (in which the 
corporate form of organization is relatively more important) 
did not account for a larger share of the funds borrowed by 
small business may seem somewhat sm-prising at first glance, 

* It should bo recalled tho information derived from tho sample probably tends to under
state tho financial needs of small business since tho now firms and firms with no oranloveea 
were excluded from tho samplo. 

»Tho universe to which theso figures apply should also bo borne in mind. It includes only 
those firms with ono or more employees which woro not registered with tho Securities and. 
Exchango Oommission and which wore in existenco In the first quarter of 1948 and continued 
In oxistonco through tho second quarter of 1950. Firms with no ompioycos, -registered com
panies, and relatively new businesses are oxeluded. 

« Counting only tho original amount of loans made, tho aggregate borrowing totaled about 
$4 billion, with renewals accounting for the remaining billion dollars. 



20 SUEVEY OF CUEEENT BUSINESS November 1951 

particularly in the light of earlier studies which indicated 
that manufacturing was of greater relative importance. For 
example, in a survey of small busmess bank loans outstanding 
made by the Board of Governors of the Federal Eeserve 
System in late 1946, it was found that manufacturers ac
counted for about three-quarters of the volume of loans 
outstanding to the account of manufactm-ers and retailers. 

Table 2.—Aggregate A m o u n t Borrowed by Smal l Business , by 
Industry Group and Form of Organization, July 1, 1949-
J u n e 30, 1950 

Industry and legal status 

Total 

Aggregate 
amount 

(billions of 
dollars) 

4.8 

2.4 
2.4 

2.3 
2.6 

Percentage 
distribu

tion 

100 

50 
60 

48 
62 

Sourco: U. S. Dopartment of Commerce, Ofllce of Business Economies. 

. Sampling errors may well account for an important part 
of such different results but a few other factors should be 
noted in theso comparisons with other findings, such as 
differences in coverage and m the periods in which the 
studies aro made. The Federal Eeserve study, for example, 
referred only to bank loans whereas the OBE study covered 
all loans. There is some indication in the findings from the 
OBE sample that in retailing somewhat greater dependence 
was placed on nonbank sources of loans. 

Perhaps of even greater importance in explaining the rela
tively high proportion of retail borrowing compared with 
loans to small manufacturers may be the characteristics of 
the period in which the OBE study was made. As indi
cated above, the period was one of considerable readjustment 
m inventories particularly in the latter part of 1949. With 
retail business and inventories bettor maintained than 
manufacturing, it is possible that tho pressure for loan 
reduction was less in evidence in retailing than in manu
facturing. 

Sources of funds 
One of the more important aspects of the Commerce 

study of small business financing is the attempt to place in 
perspective the relative importance of the various sources 
of financing small business, which, taken in conjunction 
with the Imown information on sources of funds for large 
concerns, will make possible the elimination of a major gap 
in information on sources of financing for business in general. 

Table 3.—Pereentage Distribution of Numljcr and Aggregate 
A m o u n t of Small Business Loans by Source of Loan, July 1, 
1949-June 30, 1950 

[Percent] 

Sourco 

Bank 
othor.. 

Total , 

Number of 
loans 

GO 
34 

100 

Aggregate 
amount 

79 
21 

100 

Source: U. S. Department of Commerce, Ofllce of Business Economics. 

While the pretest results clearly confirm tho recognized 
predominance of commercial banks in the field of financing 
small businesses' normal requirements, it is equally clear 
from the data thus far collected that nonbanlc som-ces con
stitute an important auxiliary method of financing small 
business (table 3 and chart on this page). One out of every 
five loans made to smaU business in manufactm-ing and trade 

was carried with financial agencies other than banks, and 
these loans accounted for about one-sixth of the aggregate 
amount loaned. The chief nonbank financial sources of 
funds were insurance companies (through policy loans) and 
small loan concerns. Including loans made by friends and 
relatives, nonbank som-ces accounted for about one-third of 
the number of loans made and 20 percent of the aggregate 
amount loaned.'' 

Information supplied in the preliminary stages of the study 
suggests that in large degree these nonbank som-ces of funds 
were regarded by the borrowers as "lines of last resort." A 
number of businessmen were reluctant to "mortgage" their 
insm-ance sayings, to apply to small loan companies to to 
appeal to their relatives and friends. They did so when the 
necessary funds could not bo obtained from other sources. 

Term lending important 
The preliminary findings from the sample survey testify to 

the importance of intermediate and longer term borrowing in 
meeting the financial requirements of small business in the 
postwar period. Loans of one year or more accounted for 
about one-fourth of the borroAving of small manufacturing 
and retailing firms in the period of the survey, both in terms 
of the number and amount of loans, while a similar proportion 
of transactions involved the intermediate type borrowing 
with maturities ranging from 91 days to one year (table 4). 
Thus only about 50 percent of the borrowmg related to 
shorter maturities of 90 days or less. These findings appear 
to be in line with the recognized trend in recent years toward 
increased emphasis on term lending to business. 

Despite the growing importance of term borrowing in the 
postwar period, information revealed by the pretest results 
suggests that the availability of long-term funds stfll consti-

PERCENT DISTRIBUTION OF NUMBER. AND AMOUNT 
OF SMALL BUSINESS LOANS BY SOURCE OF 
LOANS, JULY 1, 1949-JUNE 30, 1950 

Percent 
100 

80 -

60 -

40 

20 -

OTHER LOANS 

BANK LOANS 

NUMBER AMOUNT 
OF LOANS OF LOANS 

U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS SI-SS> 

' Included in tho loans received from nonHnancial sources arc small amounts received from 
equipment suppliers. 
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tutes one of the major problems in small business financing. 
In the absence of more adequate equity financing it appears 
that a considerable unmet demand for long-term borrowed 
capital exists among small business firms. 

The pretest sampling information does not permit a break
down of the term loans made into relatively shorter or longer 
maturities. Other studies, such as that of the Federal 
Eeserve Board in 1946, show that the bulk of term lending 
to small business is for from one to three years. On the 
other hand, the pretest information obtained suggests that 
a significant portion of the unfilled demand for funds on the 
part of small business is for longer-term funds of from 5 to 
10 years. 

Table 4.—^Percentage Distribution of Number and Aggregate 
Amount of Small Business Loans by Maturity of Loans, July 1, 
1949-June 30,1950 

[Percent] 

Maturity 

90 days or less 
91 days but less than 1 year. 
1 year or more 

Total 

Aggregate 
amount 

45 
29 
20 

100 

Source: U. S. Department ot Commerce, Ofllco of Business Economics. 

Importance of small loans 
Data presented in table 5 and the chart on this page clearly 

reveal the importance of the small loan in the financing of 
the smaller sized firms. Eoughly two out of three business 
loans made in the period surveyed involved sums of loss than 
$5,000. Intermediate sized loans of from $5,000 to $25,000 
accounted for an additional 30 percent of the total number 
of loans made. As might be expected these smaller sized 
loans represented a substantially smaller fraction in terms of 
dollars borrowed, with loans in the less than $5,000 class 
accounting for only one-fifth of the aggregate lending. At 
the other extreme, the bigger loans—$25,000 and over— 
which accounted for roughly 5 percent of the number of 
loans, involved two-fifths of the aggregate borrowing by 
small business. 

Terms of borrowing 
In the light of the generally prosperous conditions prevail

ing in the postwar period, and the general ease in the postwar 
money market, it is not sm-prising that the cost of borrowing 
did not appear to have been a significant factor in doterming 
the availability or amount of funds borrowed. Wliile the 
overall average, 4.8 porcent, may appear to be on the low 
side, it may be seen from table 6 that the average is dominated 
by the shorter maturities which carry somewhat lower in
terest rates than the term loans of 1 year or more. 

The frequency distribution of loans by interest charged, 
as shown in table 7, presents a somewhat different aspect of 
the question. The median interest rate, for example, is 
somewhere in the neighborhood of 5% percent either in terms 
of number or dollar amount of loans made.^ A sizable 
number of borrowers wore required to pay at a rate in excess 
of 6 percent. 

A more serious consideration shaping the course of borrow
ing activity was the collateral requirements demanded by 
lenders. Generally speaking both actual borrowers and those 
who wanted but did not get funds felt that lenders wore asking 

' I t Is possible that tho actual interest charge reported by the sample firms tends to bo 
understated, since tho firms may not have reported all charges associated with loans mode. 
It is possible, moreover, that somo firms reported only the nominal rate of Interest rather than 
the actual rate. Tho latter could bo considerably higher than tho former, particularly where 
tho loan is repaid in installments. 

PERCENT DISTRIBUTION OF NUMBER AND AMOUNT 
OF SMALL BUSINESS LOANS BY SIZE OF LOANS, 
JULY 1, 1949-JUNE 30, 1950 
Percent 

100 

80 

60 

40 

20 

-TJ " • 

• O* * 
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$25,000 AND OVER — 

$5,000-$24,999 — 

LESS THAN $5,000 
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OF LOANS 

AMOUNT 
OF LOANS 

U. S. DEPARTMENT OF COMMERCE. OFFICE OF BUSINESS ECONOMICS SI -£89 / 
for considerably more collateral than seemed justified by the 
size of the loan requested or the financial condition of the 
applicant. 

The "Unsatisfied Demand" 
One of the most significant aspects of a broad study such as 

projected by the Office of Business Economics is the light 
that may be shed on the amount and nature of tho domand 
for funds by small business which is not being met through 
existing institutional arrangements. An attempt was made 
not only to discover tho demand of thoso firms which had 
been refused funds sought, including those who had part of 
their requests filled, but also those who had formulated a 
relatively clear plan of financing—including the amount 
thought necessary and the form of financing thought most 
suitable—but who had not attempted to raise the money for 
one reason or another. 

As indicated earlier, the pretest results suggest that for 
small businessmen in the industries surveyed, this demand— 
predominantly in manufacturing—amounted to about one-
sixth of the total demand and represented primarily funds 
desired in addition to amounts actually received. There is 
some indication from pretest interviews that a few firms may 
have failed to report demand for funds which they had 
previously considered but had not acted upon because they 
know from past experience with their sources of financing 
there was little or no chance of receiving the capital. 

On tho basis of tho information collected so far, it is not 
possible to analyze the nature of the unmet demand, such as, 
for example, how realistic it is in the Hght of the businessman's 
financial condition, or why the funds which might reasonably 
be expected by businessmen were not actually obtained. 

N eedless to say, however, sound economic reasons would 
dictate refusal of some of the "unsatisfied" demand reported 
in the study, and the broader survey, it is expected, would 
shed more Hght on this subject. A recent study by the Ee
construction Finance Corporation of small business loans 
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made or refused by that agency in 1948-49 may aid in placing 
some of the aspects of this problem in porsspective. 

Reconstruction Finance Corporation experience 
During 1948 and 1949 the EFC received over 18 thousand 

applications for loans involving $2.7 billion. Action was 
taken on 13,479 cases, with approximately 4,000 being with
drawn before action was taken. It should be remembered 
that the terms of the law require that EFC aid bo granted 
only after a showing that the funds requested by the bor
rower cannot be obtained from the usual private lending 
sources on reasonable terms and that the loan be so secured 
as reasonably to assure repayment." 

EFC action on these loans was as follows: 
Amount 
(in mil
lions of 

Number Percent dollars) Pereent 
Approved. . . 8,100 60 1,000 54 
Declined 5,379 40 863 46 

Total - - 13,479 100 1,863 100 

Thus in this 2-year experience, EFC found that it was pos
sible to authorize loans to 8 thousand applicants. These 
loans authorized by the EFC involved a sum of one billion 
doUars, or more than half of the total requests involved in 
the applications. On the other hand, loan applications 
turned do\vn amounted to slightly less than a billion dollai-s, 
or 46 percent of the total. 

A check on a sample of 300 loans authorized by EFC 
which had previously been refused by private lenders pro
vides some clues as to the reason for the bank refusal and 
as to the credit worthiness of the borrower. The average 
authorization involved in these loans amounted to $30,000 
and no loan exceeded $100,000. 

The reasons given to the applicants by banlts for refusal 
to make a loan are summarized in table 8. 

Table S .^Perccntage Distr ibut ion of Number and Aggregate 
A m o u n t of Smal l Business Loans by Size of Loan, July 1, 1949-
J u n e 30, 19S0 

[Percent] 

Table 6.—^Average Interest Rate of Loans t o Smal l Business by 
Length of Loan, July 1, 1949-June 30, 1950 

Size 

Loss than $5,000. 
$5,000-$24,000..., 
$2S,000 and over. 

Total 

Number 
otloans 

07 
28 
6 

100 

Aggregate 
amount 

20 
41 

100 

Source: U. S. Department of Commerce, Olllce of Business Economics. 

It is clear from this table that the largest credit gap for 
small business in the private financing situation was for long 
term loans. Practically half of the banks which the bor
rowers approached refused the loan because of its long 
maturity. These loans refused ranged from two to ten years, 
with five years a fairly typical term. 

Another interesting feature of this table is the relatively 
few instances—7 percent—in which the banks explicitly 
citod the risky or uncertain financial status of the_ borrower 
as the principal reason for refusal. Presumably, in a largo 
proportion of cases, such considerations lay behind the other 
reasons given. 

As may be seen, collateral deemed insufficient or unac
ceptable by the banks was also an important factor in the 
denials. In this connection the EFC made a study of the 
collateral oft'ered by applicants who had been refused loans 
by the banks but who were gi-anted loan authorizations by the 
EFC. In these cases it was found that the appraised value of 

> It is not certain, of course, tliat in the absence of tbo Reconstruction Finance Corporation 
nil of tho loans made by that agency would not havo been made by other lenders. 

Maturity 

DO days or less 
91 days but less than 1 year 
1 year or more 

Total Loans 

Interest rate 

4.fi 
4.8 
6.4 

Source: U. S. Department ot Commorco, Oillco ot Business Economics. 

the collateral was 2% times the loan value and 1.3 times the 
amount of the loan granted (the "loan" value of the collateral 
represents the appraiser's estimate of the value of the assets 
realizable if liquidation of the business were required, whereas 
the appraised value is the value of the asset to a going 
concern). 

It is also possible from the EFC study to throw some light 
on the probable merit of the unfilled demand as revealed in 
the OBE sample survey. It will be recalled that the EFC 
rejected almost half of the loan applications acted on by that 
agency in 1948 and 1949. A study made of 3,225 denials in 
the year 1949 indicated that in over 60 percent of the cases 
insufficient collateral was the major reason for the decline, 

Table 7.—Percentage Distribution of Number and Aggregate 
A m o u n t of Loans to Small Business by Interest Rate , July 1, 
1949-June 80, 1950 

[Percent] 

Interest rate 

6.0-6.9 
0.0-0.9 
7.0 or more 

Total 

Number ot 
loans 

24 
42 
20 
8 

100 

Aggregate 
amount of 

loans 

42 
31 
10 
11 

100 

Source: V. 8. Dopartment of Commerce, Olllce of Business Economics. 

with uncertain earnings ability, management factors or poor 
financial condition accounting for the majority of the 
remaining cases. A study of the collateral offered in those 
cases indicated an appraised value 1.6 times and loan value 
equal to 0.7 of the amount of the loan requested. In most 
of these cases of insufficient collateral, secondary yet impor
tant reasons were given for the refusal, principally the 
uncertain earnings ability of the applicant. 

Such data would suggest that a part of the "unsatisfied 
fringe" uncovered in the OBE study included cases in which 
prudent lending policies by lenders would dictate refusal of a 
loan application. This is not to say, however, that in all of 
these cases, credit should be withheld from the firms seeking 
funds. It is possible some firms refused credit could prove 
to be satisfactory credit risks with respect to ability to pay 
tho cost and principal of the loan requested. One of the 
principal objectives of the study outlined by the OBE will be 
to supply factual information on this question. 

Tabic )!.—Reasons Why Banks Decl ined 300 Small Business Loans 
Authorized by RFC, 1948-49 

Reason 

Maturity too long 
Bank policy 
Unacceptable or Insulllclcnt collateral 
Financial condition of borrower 
"Brush oil" or miscelianoous 

Total 

Porcent ot 
total 

40.6 
13.9 
12.0 
7.0 

20.0 

100.0 

Sources: Reconstruction Finance Corporation with regrouping of reasons by the U. S. 
Department of Commerce, Ofilce of Business Economics. 



November 1951 SUEVEY OF CUEEENT BUSINESS 23 

TECHNICAL NOTES 
In evaluating the results derived from tho small random samplo of 200 firms, several tests 

for reasonableness aro possible. In tho first place, as indicated in the text, the actual response 
to tho questionnaire was quite satlstaotory, suggesting that tho response bias is probably 
small. Of tho 200 firm samplo, comprehensive information was received from 127. From 
original replies and followups, it is also known that 26 firms woro out of business, or had 
moved and left no address. Two responding firms wero eliminated because of tho unsatis
factory nature of the rosponso. Tlius for only 40 firms was no information available. 

A check of tlio original and responding firms suggests that those responding showed tho 
somo gonerol ohnraoteristlcs as to industry and legal status os tho original samplo (table A). 
Ono of tho more important aspects of the statistics collected Is the fact that there was very 
little dltferonco evident in tho information supplied by thoso who answered without urging 
("original response") ond tliose who answered In tho follow-ups. 

Table A.—Pereent Distribution of Firms in Original Sample of 
200 and i n Responding Firm Sample of 127 by Industry and 
Legal S ta tus 

[Percent ot total] 

Industry and legal status 

AH firms 
Corporate 
Noncorporato. 

Manufacturing-
Corporate 
Noncorporate 

Retail 
Corporate 
Noncorporate 

Responding 
firms 

100 
30 
70 

51 
23 
28 

49 
0 

43 

Sourco: U. S. Department of Commerce, Ofllco of Business Economics. 

The data gathered from tho random sample wore also checked, where possible, against tho 
Information obtained from tho Initial field interviews ot 100 firms. Tho Uiterview results 
wore not incorporated ta tho tabulations since the method ot choosing theso firms tended to 
involve businesses which may havo had speelal finanelal problems and hence exaggerated the 
aggregate unmet domand. 

Sampling error 
Somo Indication of the reliability ot tho various estimates given in the text may be scon 

from tho "standard errors" involved. These errors show tho extent to which any calculation 
based on a sample might vary from the figure which would be found if the calculation could 
be made for all firms in tho universe. The calculation may bo tatorpreted as follows: tho 
chances ore 08 out of 100 that tho truo figure for the imiverse would bo withta plus or mtaus 
one standard error of tho estimates derived from tho samplo. 

Table B.—Comparison of Average Size of Smal l Business Loans 
in Department of Commerce Sample and Federal Reserve Board 
Survey ' 

(Thousands of dollars] 

Industry and legal status 

Total 

Manufacturing 
Retail trado 

Corporate 
Noncorporate-

Commerce sample 

All loans 

6.9 

17.1 
3.0 

11.9 
4.0 

Bank loans 
only 

7.3 

17.4 
4.4 

13.4 
6.0 

Federal 
Reserve 

Board sur
vey 

6.0 

13.1 
2.4 

17.8 
3.0 

' "Member Bank Loans to Small Business," Federal Reserve Bulletin, August 1947, page 908. 

Sources: Board ot Oovernors of the Federal Reserve System, U. S. Dopartment of Com
merce, and Office of Business Economics. 

Tho FRB study wos limited to member banks only. Since theso banks are the relatively 
largor banking Institutions in larger centers, there is undoubtedly an understatoment of tho 
influence of the very small concerns, which typically deal with tho smaller nonmembcr banks. 
On the othor hand, as has been pointed out in tho text, tho OBE sample contains an undor-
stateraont of the very small concern since it does not include firms with no employees." 

Table C.—Percentage Distribution of Number of Bank Loans to 
Small Business by Industry Group and Form of Organization 
for Department of Commerce Sample and Federal Reserve 
Board Survey * 

(Percent] 

Industry and legal status 

Total 

Manufacturing 
Retail trade 

Corporate 
Noncorporate.. 

Federal 
Reserve 
Board 
survey 

100 

34 
03 

10 
84 

'"Member Bank Loans to Small Business," Federal Eeserve Bulletin, August 1947, pago 008. 

Sources: Board of Oovernors of the Federal Reserve System; U. S. Department of Com
merce, Ofllce of Business Economics. 

Table B compares tho average size of bank loons found in tho OBE samplo with overages 
as revealed by tho FRB study. In comparing these figures, it should bo noted that even if tho 
samples covered the same size firms, the OBE figures miglit normally bo expected to bo larger 
than those of tho FRB. The FRB data refer to loans outstanding at a particular point of time 
and probably would tend on the average to bo normally smaller than the size of tho original 
loan. It Is this latter magnitude that tho OBE average reflects. In addition the period cov
ered in the OBE study refers to a later part of tlio postwar period in which higher prices and 
levels of activity would probably call for somewhat larger sums to bo borrowed. 

As may be soon, the OBE averages are genoraliy higher than thoso of tho Federal Resorvo 
Board. The ono important exception is that of the corporate average for which tho average 
loan Is actually lower in tho OBE samplo. This exception rofiects, apporently, tho greater 
relative weight assigned In tho OBE findings to trade corporations, with thoir lower average 
size of loan. Fow returns wero received for this group, and honco no great reliance can bo 
placed In this finding. 

Table O compares the peroontago distribution of borrowers by legal status and industry. 
The Commorco study Indicates a somewhat greater rolatlvo influence of corporations os 
against noncorporato borrowers and of retailors as against manufacturers. The orders of mag
nitude of tho dlfloronces in tho two studios aro, however, hardly greater than might be ex
plained either by tho basic differences in tho timo periods involved or the possible "errors" 
In the estimates. 

Table D.—Percentage Distribution of Aggregate A m o u n t of Bank 
Loans to Small Business by Industry Group and Form of 
Organization for Department of Commerce Sample and 
Federal Reserve Board Survey * 

[Percent] 

Industry and legal status 

Total 

Manufacturing. 
Retail trade 

Corporate 
Noncorporato.. 

Commerce 
sample 

100 

Federal 
Resorvo 
Board 
survey 

100 

74 
20 

40 
64 

' "Member Bank Loans to Small Business." Federal Reserve Bulletin, August 1047, page 008. 

Sources: Board ot Governors ot tlio Federal Reserve System; U. S. Department of Com
merco, Ofllce of Business Economics. 

For tho estimate of total borrowtog of small firms, which amounted to about $6 billion, 
tho standard error is 1 billion dollars. Tho comparable standard error in the figure of "un
filled" demand Is smaller absolutely, about 600 million dollars, but much larger percentage
wise. 

Information on the range of sampling error can also bo computed tor the percentages used 
In the text. Qoncraliy speaking, the error found in a percentage calculated from a sample 
will bo considerably smaller than for an aggregate such as presented immediately above. 
It will bo recalled that It was found (as shown In table 1) that 94 percont of the samplo firms 
were satisfied with the amount of funds available while tho remainder, or 0 percont, wanted 
more funds than received. Tho standard error for theso percentages is d:2percent. "Errors" 
for tho othor percentages shown were also calculated, and in general compare ta order ot 
magnitude with tho one just mentioned. 

It would bo desirable to check tho results of the survey against othor findings In tho general 
field. Unfortunately tho possibilities of such a check aro limited, not only because of tho 
dearth of similar studies, but because in tho few instances where studies ot small business 
financing havo been undertaken, diilerenees in coverage, procedure, and timing, make tho 
meaningfulness ot the comparison difficult to tatorprot. 

wi thin this trame of reference, it Is interesting to note that where checks are possible tho 
results of tho sample study compare rather favorably with the findings of the Board of 
Oovernors of tho Federal Reserve System, which, in a study of business borrowing from 
banks in tbo latter part of 1946 made a special analysis of small business loans outstanding.'" 
Tables B, O, and'D present comparisons of somo of the OBE and Federal Reserve survey 
results. I t should be noted that the broad purposes of these two studios were quite diflerent. 
The comparisons are mado only for tbo purpose ofexamtatagtho reasonableness of tho results. 

Tho samo general remarks would seem to bo applicable to Tablo D showing the comparison 
ta terms of aggregate bank borrowing by legal status. The 51-49 break in banlc borrowing os 
between corporate and noncorporate business shown In tho OBE samplo compares with a 
46-64 break-down in tho Federal Reserve Board study—a difleronco which can hardly be 
described as signiflcant in tho light of posslblo sampling errors. 

The diflcronces shown In tho Industry break-down aro more substantial with tho OBE 
results Indicating a much greater relative importance of trade than appears in the Federal 
Reserve Board study. This is due to tho relatively large average size of loan shown for non
corporate rotoiiers in the OBE study. I t Is not possible to assess at this point the extent to 
which thoro Is an overstatement in the average loan size of non-corporate retailers in the 0I3E 
survey (or understatement in tho Federal Reserve Study) or an understatement (relative to 
the Federol Reserve findings) of tho avorngo loans In other sectors." 

1° Sco Federal Reserve Board Bulletin, August 1947. 
11 It Is not posslblo to make a direct comparison ot the upper limits in the definitions of small 

business used In the two studios. In tho Federal Reserve Board study only manufacturers 
with less than $760,000 of assets woro included, and for retailors, total assets woro required to 
be less than $60,000. Tho OBE samplo was chosen on tho basis of employees as explained 
above In tho text. 

" In connection with tho tables comparing tho results of the two surveys, it should bo noted 
that somo differences may ariso from tho diflerent classification procedures involved. In the 
Federal Resorvo Board survey, borrowers woro classifled on tho basis of bank records; In the 
OBE survey, the Individual respondents wero asked to chcclc their classification as to ta-
dustry and legal status. These iSrms bod also been classified by tbo B 0 ASI. 
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Taken by and large, it is felt thot tho Information obtained gives a rough notion of tho 
orders of magnitude associated with some ot the broader aspects of small business financing. 
Perhaps most important of all is tho indication received from the tests of the willingness and 
obillty of businessmen to supply financioi information, ond that oven without extensive and 
expensive field work, a highly signiflcant body of data will bo obtained from tho largor study 
of small business financing. 

Note on blow-up procedure 
In deriving over-all estimates, it was necessary to apply appropriate blow-up factors to tho 

sample results. Basically tho ratios used wore derived from business population figures 

classified by Industry and size (1-19 ond 20 and over for manufacturing and 1-7 and 8 and over 
for retail trade). For example, in estimating tho aggregate amount borrowed In manufactur
ing and retail trado, tho average amount borrowed by the smaller and larger firms in each 
industry was first determined. Theso figures wore then multiplied by tho total number ot 
firms in the respective size groups. 

Estimates woro calculated on two bases. First, In arriving at tho appropriate weights, no 
distinction was made botween thoso respondents who answered to tho orlgtoal request and 
thoso who answered only after a registered letter follow-up. Secondly, estimates wero 
obtained by giving greater weight to the "follow-ups," assuming that thoy wore more repre
sentative of tho nonrespondents In tho samplo. There was comparatively little difleronce 
between the two sots of figures, and so, only ono set—the latter—was tacorporated ta the 
discussion presented above. 

National Product and Income in the First Three Quarters of 1951 
(Continued from page 10) 

industries in which wage rates differ are also reflected, and 
may have been significant in the period imder review. An 
exact breakdo^vn of these elements is neither possible nor 
necessarily meaningful, but rough calculations suggest that 
the last of them—a shift toward higher-paying industries— 
played an appreciable part in raismg average hourly earnings. 

Wliile the rise in hourly earnings was tho most important 
influence in the aggregate, there were some industries, no
tably durable-goods manufactm-ing, where it was outweighed 
by the employment factor. Also, there were differentials 
over time in the relative importance of these two factors, 
with average hom-ly earnings accounting for a progressively 
greater, and employment for a lesser, share of the rise in 
employee compensation dm-ing recent quarters. 

In the July-September period, in fact, employment in 
private industries edged downward; and average hours 
worked per week have declined slightly since the beginning 
of the year, following an appreciable rise dm-ing 1950. As a 
result of these developments, and with advances in hourly 
earnings also slowing down, the upsweep of private payrolls 
was retarded in the second quarter and virtually halted in 
the third. In the distributive and service industries, where 
pay raises had lagged behind those granted earlier elsewhere, 
wages and salaries rose somewhat further after mid-year. 
But in tho commodity-producing industries, including du
rable-goods manufacturing, they slipped below the second-
quarter rate. 

Nonwage components of income flow 

Proprietors' and rontal.income as a whole moved up from 
1950 to the flrst three quarters of 1951 by about the same 
proportion as total personal income. Nonagi-icultural bus
iness and professional proprietors' earnings, however, were 
considerably more sluggish than the personal income aggre
gate, as was rental mcome, while the reverse was true of 
farmors' earnings. 

The latter, as already noted, rose proportionately more 
than any other principal form of personal income. Chiefly 
responsible for this favorable sho^ving was the violent upward 
spurt in agricultural prices in the first 8 months after mid-
1950, outstripping by a sizable margin the general price 
advance of the same period. Farm prices have declined in 
each month since February, but not nearly as fast as they 
rose until then. For this year through September, accord
ingly, the average romamocl far above that for 1950. 

In the case of livestock, there was also a slight gi-owth 
in the seasonally adjusted physical volumo of marketings, 

so that a 22 percent rise over last year's price average was 
accompanied by a corresponding increase in cash receipts 
from livestock salos. It is to theso that the expansion of 
farm income can be ascribed. The seasonally adjusted 
volume of crops marketed in the first 9 months of 1951 was 
appreciably below the 1950 volume, and, moreover, crop 
prices changed substantially less from last year's average 
than did those for livestock. Accordingly, the crop com
ponent of marketing receipts was a little lower than in 1950. 

Entrepreneurial income in nonagricultural industries did 
not keep pace with the general advance in the first 3 quarters 
of 1951. Owing principally to the slackened rate of con
sumer spending during the spring and summer, noncorporate 
business earnings in wholesale and retail trade showed no 
gain at all over last year, despite a bulge in the first quarter. 
Proprietors in manufacturing fared relatively well, but have 
minor weight in the noncorporate business total. 

For the first three quarters as a whole, dividend payments 
at annual rates were near the level of disbursements during 
1950. The latter had included extraordinarily high year-end 
disbursements, partly in anticipation of the higher personal 
income tax rates effective in 1951. 

The maintenance of high dividends this year occurred 
despite a substantial drop in profits after tax resulting in 
part from the greatly increased Federal corporate income 
tax rates. In this connection, it may be noted that the de
crease in profits after tax also reflected to a large extent 
lower inventory profits in 1951 than in 1950. Theso in
ventory profits, which are equivalent to the excess of the 
replacement cost of goods sold over their book cost, may 
be somewhat discounted by corporate management in de
termining dividend declarations. If inventory profits are 
eliminated, the drop in profits after taxes as compared with 
1950 appears much smaller, and profits before taxes, so ad
justed—as included in the national income—actually show a 
percentage increase somewhat larger than for all other dis
tributive shares combined. 

Personal interest income increased a little more than divi
dends, but likewise contributed insignificantly to the general 
advance from 1950 to 1951. Only transfer payments, how
ever, were actuaUy lower this year than last. Their de
cline—about $2}̂  billion—reflected primarily the inclusion 
in 1950 of the large veterans' fife insurance dividend dis
bursements, as othor changes were approximately offsetting. 
Unemployment compensation benefits dropped, and State 
veterans' bonuses virtuallv disappeared but benefit pay
ments under the amended Old-Age and. Survivors' Insurance 
program nearly doubled. 


